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l OATH OR AFFIRMATION

I I, John P. Beer, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial statements and
supporting schedules pertaining to the firm of NatCity Investments, Inc. as of December 31, 2005, are true and correct. |
further swear (or affirm) that neither the company nor any partner, proprietor, principal officer or director has any proprietary

interest in any account classified soley as that of a customer, except as follows:

DD
B S A

- Signature

, Chief Financial Officer

Vs 4 fpnil.

Notary Public Kavoline M. Kralle . -

This report** contains (check all appﬁEgBTS oi)?e'sﬁqdma County

v' (@ Facing page.

v (b) Statement of Financial Condition.

O (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

0O (e) Statement of Changes in Stockholders' Equity or Partners’ or Sole Proprietor's Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O () Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

()  An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

O

oo s

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



i’IERNST& YOUNG ® Ernst & Young LLp & Phone: (216) 861-5000

Suite 1300 www.ey.com
925 Euclid Avenue
Cleveland, Ohio 44115

Report of Independent Registered Public Accounting Firm

The Board of Directors
NatCity Investments, Inc.

We have audited the accompanying statement of financial condition of NatCity Investments, Inc.
as of December 31, 2005. This statement of financial condition is the responsibility of NatCity
Investments, Inc.’s management. Our responsibility is to express an opinion on this statement of
financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the statement of financial condition is free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our
audit included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of NatCity Investments, Inc.’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the statement of financial condition,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of NatCity Investments, Inc. at December 31, 2005, in
conformity with accounting principles generally accepted in the United States.

Ganet ¢ MLLP

February 20, 2006
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NatCity Investments, Inc.
Statement of Financial Condition

December 31, 2005

Assets

Cash

Securities owned, at market value

Receivable from clearing firm

Interest receivable

Receivables from employees and affiliated companies

Equipment and improvements, at cost, net of
accumulated depreciation of $3,976,142

Goodwill

Membership in exchange, at cost

Other assets

Total assets

Liabilities and stockholder’s equity
Liabilities:
Securities sold, not yet purchased, at market value
Accrued interest payable
Payables to affiliated companies
Accrued compensation
Accounts payable and other accrued expenses
Total liabilities

Subordinated loans from National City Credit Corp.
Unsecured line of credit with National City Capital Corp.

Stockholder’s equity:
Common stock (no par value; stated at $1 per share;
1,000 shares authorized, issued, and outstanding)
Additional paid-in capital
Retained earnings

Total liabilities and stockholder’s equity

See notes to financial statements.

0601-0702967-Vers 4

§ 2,865,767
533,943,166
3,903,661
4,530,821
5,442,749

2,056,220
3,380,227

39,500
2,104,273

$ 558,266,384

$ 959,509
114,011
477,206

20,262,525
3,788,028

25,601,279

75,000,000
380,000,000

1,000
39,043,124
38,620,981

77,665,105

§ 558,266,384
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NatCity Investments, Inc.

Notes to Statement of Financial Condition

December 31, 2005

1. Organization

NatCity Investments, Inc. (the Company), a wholly owned subsidiary of National City
Corporation (the Parent), is a registered broker-dealer of securities under the Securities Exchange
Act of 1934 and is a member of the National Association of Securities Dealers, Inc. (NASD) and
the Chicago Stock Exchange.

The Company provides full-service brokerage services to institutional and retail customers on a
fully-disclosed basis. The Company also provides investment banking services which include
underwriting and investment advisory services. Substantially all of the Company’s customers are
located in Ohio, Indiana, Kentucky, Pennsylvania, Illinois, and Michigan. The Company also
acts as an agent for affiliates of the Parent in certain transactions.

The Company trades in municipal obligations, U.S. government and agency securities,
money-market instruments, and corporate obligations and is a market maker in 17 common

stocks.

The Company clears its securities transactions on a fully disclosed basis through First Clearing
Corporation (the clearing broker).

2. Summary of Significant Accounting Policies
Cash and Cash Equivalents

The Company has defined cash equivalents as highly liquid investments, with original maturities
of less than 90 days, which are not held for sale in the ordinary course of business.

Securities Transactions
Securities transactions and related commission revenue and expense are recorded on a trade-date

basis. Securities owned are stated at market value and unrealized gains and losses are included in
the revenue from principal transactions.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)

Market value is generally based on listed market prices. If listed market prices are not available,
fair value is determined based on other relevant factors, including broker or dealer price
quotations. Securities sold, not yet purchased, represent obligations to deliver specified securities
at predetermined prices. The Company is obligated to acquire the securities sold short at
prevailing market prices in the future to satisfy these obligations.

Investment Banking

Investment banking revenue is recorded as follows: management fees as of the offering date;
sales commissions on trade date; and underwriting fees at the time the underwriting is completed
and income is reasonably determinable.

Securities Purchased Under Agreements to Resell and Securities Sold Under Agreements
to Repurchase

Securities purchased under agreements to resell and securities sold under agreements to
repurchase, generally collateralized by U.S. government and agency obligations, are treated as
collateralized financing transactions and are carried at amounts at which the securities will be
subsequently resold or reacquired plus accrued interest. Open repurchase and resale agreements
are presented net in the accompanying statement of financial condition where net presentation is
permitted in accordance with Financial Accounting Standards Board (FASB) Interpretation
No. 41, Offsetting of Amounts Related to Certain Repurchase and Resale Agreements. It is the
Company’s policy to take possession or control of securities purchased under agreements to
resell. The Company is required to provide securities to counterparties in order to collateralize
repurchase agreements. The Company minimizes credit risk associated with these activities by
monitoring credit exposure and collateral values on a daily basis and requiring additional
collateral to be deposited or returned when deemed appropriate. Counterparties are principally
financial institutions.

In the normal course of business, the Company obtains securities under resale agreements on

terms which permit it to repledge or resell the securities to others. At December 31, 2005, there
were no outstanding repurchase or resale agreements.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Equipment and Improvements

Equipment and improvements are recorded at cost. Depreciation is computed principally by the
straight-line method using estimated useful lives of the assets. Useful lives range from one to ten
years for furniture, fixtures, and equipment; and three to five years for software, hardware, and
data handling equipment. Leasehold improvements are amortized over the term of the respective
lease plus the first optional renewal period, if applicable.

Goodwill
Goodwill represents the excess of the purchase price over net identifiable assets acquired.

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards
(SFAS) 142, Gooawill and Other Intangible Assets. Under the provisions of SFAS 142, goodwill
is no longer ratably amortized into net income over an estimated life, but rather is tested at least
annually for impairment. During 2005, management performed impairment testing on goodwill
and determined that the asset was not impaired. The Company currently does not have any other
indefinite-lived intangible assets on its balance sheet.

Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or amounts
approximating fair value. Assets, including cash, securities owned, securities purchased under
agreements to resell, and certain receivables are carried at fair value or contracted amounts
which approximate fair value. Similarly, liabilities including securities sold, not yet purchased,
securities sold under agreements to repurchase, liabilities subordinated to claims of general
creditors, and certain payables are carried at fair value or contracted amounts approximating fair
value.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

3. Transactions With Customers

For transactions in which the Company, through the clearing broker, extends credit to customers,
the Company seeks to control the risks associated with these activities by requiring customers to
maintain margin collateral in compliance with various regulatory and internal guidelines. The
Company and the clearing broker monitor the required margin levels daily and, pursuant to such
guidelines, request customers to deposit additional collateral or reduce securities positions when
necessary. The Company has agreed to indemnify the clearing broker for losses that it may
sustain from customer accounts introduced by the Company. :

4. Guarantees

The Company applies the provisions of the FASB Interpretation No. 45, Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others (FIN 45) which provides accounting and disclosure requirements for certain guarantees.
As described in Note 3, the Company has agreed to indemnify the clearing broker for losses that
it may sustain from the customer accounts introduced by the Company. At December 31, 2005,
the total amount of customer balances maintained by its clearing broker and subject to such
indemnification was approximately $85,013. In accordance with applicable margin lending
practices, customer balances are typically collateralized by customer securities or supported by
other types of recourse provisions. Accordingly, there was no indemnification liability accrued at
December 31, 2005,

5. Subordinated Debt and Other Borrowings

The Company has an unsecured subordinated line of credit with National City Credit Corp., a
subsidiary of the Parent. The Company may borrow up to $250,000,000 on this line with interest
at 0.75% above the one-month LIBOR. At December 31, 2005, the Company had $75,000,000
outstanding at an interest rate of 5.14%. Loans under these debt facilities are subordinated to all
claims of general creditors of the Company. Moreover, they constitute part of the Company’s net
capital under the Uniform Net Capital Rule and may be repaid only if, after giving effect to such
repayment, the Company continues to meet its minimum net capital requirements.

Also, the Company has an unsecured line of credit with National City Capital Corp., a subsidiary
of the Parent. The Company may borrow up to $600,000,000 on this line with interest at
one-month LIBOR. At December 31, 2005, the Company had $380,000,000 outstanding at an
interest rate of 4.39%.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

6. Related-Party Transactions

In the ordinary course of business, the Company enters into transactions with the Parent and the
Parent’s affiliates.

Cash balances with affiliated organizations at December 31, 2005 were $638,077. Investments in
money market and mutual funds at December 31, 2005, for which an affiliated organization was
the fund advisor, were $34,803,980, and are classified as securities owned.

7. Securities Owned

Securities owned are recorded at market value and consist of the following at December 31,
2005:

Obligations of the U.S. government

or its agencies $ 8,248,353
State and municipal obligations 54,919,892
Corporate obligations 1,646,759
Stocks and warrants 6,788,337
Guaranteed interests in loans guaranteed

by federal agencies 430,544,494
Money market funds 29,114,422
Other securities 2,680,909

$533,943,166

8. Income Taxes

The operating results of the Company are included in the consolidated federal income tax return
filed by the Parent. The Parent’s policy is to allocate income taxes to its subsidiaries on a
separate return basis, which includes any net operating income or losses or alternative minimum
taxes, subject to recognition of such items on a consolidated basis.

Deferred tax assets were $3,356,000 as of December 31, 2005, and result primarily from deferred
compensation deductions. Income tax payment due to Parent at December 31, 2005 was
$565,000. Net federal and state tax receivables are included in receivables from employees and
affiliated companies on the statement of financial condition.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

9. Net Capital Requirements

The Company is subject to the Uniform Net Capital requirements of the Securities and Exchange
Commission (the Commission) under Rule 15¢3-1, which requires the maintenance of minimum
net capital and requires that the ratio of aggregate indebtedness to net capital, both as defined,
shall not exceed 15 to 1. The Commission requirements also provide that equity capital may not
be withdrawn or cash dividends paid if certain minimum net capital requirements are not met. At
December 31, 2005, the Company had net capital of $66,491,014, which was $39,514,896 in
excess of its required net capital of $26,976,118. The Company’s ratio of aggregate indebtedness
to net capital was approximately to 6.09 to 1.

10. Employee Benefit Plans

Substantially all of the Company’s employees are eligible to participate in the Parent’s defined
contribution plan. The Parent may make contributions to the plan in varying amounts depending
on the level of employee contributions. The amount charged to the Company for contributions to
the plan for the year ended December 31, 2005 was $2,925,289.

The Parent sponsors a defined benefit pension plan, which covers employees hired by the
Company prior to June 1, 1995. The plan provides pension benefits based upon the employee’s
length of service and salary levels. Plan assets consist primarily of marketable equity securities
and bonds including common stock of the Parent. The Company incurred no expense in 2005
relative to this plan.

The Parent also sponsors a benefit plan, which offers postretirement medical and life insurance
benefits, which covers employees of the Company hired prior to July 1, 1995. The medical
portion is contributory and the life insurance portion is noncontributory. The amount charged to
the Company for the year ended December 31, 2005 was $294,119.

The Parent sponsors a deferred compensation plan. This is a nonqualified plan not subject to the
Employee Retirement Income Security Act of 1974 (ERISA) requirements. In accordance with
applicable regulations, this plan is only offered to a limited number of highly compensated and
senior management employees. Employee contributions are included in other liabilities of the
Parent. At December 31, 2005, the deferred compensation liability recorded on the parent’s
books related to employees of the Company amounted to $7,300,636.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

11. Commitments and Contingencies

In the normal course of business, the Company enters into underwriting commitments and sales
contracts. At December 31, 2005, there were five open underwriting commitments: Jackson
County, Kentucky for an amount of $124,000 with maturities varying from 12/1/2021, 12/1/2022
to 12/1/2023; Covington County, Kentucky for an amount of $22,500 maturing on 10/1/2025;
McLean County, Kentucky for an amount of $141,900 with maturities of 2/1/2020 and 2/1/2026;
Kokomo, Indiana for an amount of $6,500 with maturities varying from 2/1/2014, 8/1/2014 to
8/1/2017; and Warren, Michigan for an amount of $128,450 with maturities of 10/1/2019,
10/1/2021 and 10/1/2022.

The Company has entered into operating leases for office space and certain computer and office
equipment. Rental expense under the leases amounted to $4,367,957 for the year ended
December 31, 2005.

Future minimum annual lease payments under operating leases are as follows:

Years ending December 31:

2006 $ 2,515,863
2007 1,434,219
2008 1,372,599
Future 1,769,971

$ 7,092,652

The Company has also entered into service agreements with third party service providers with a
total commitment of $2,951,232 at December 31, 2005. The aggregate minimum annual
commitment under these agreements total approximately $2,165,138 in 2006 and $786,094
thereafter.

In the ordinary course of its business, the Company is a defendant or co-defendant in legal
actions primarily relating to its broker-dealer activities. It is the opinion of management, after
consultation with counsel, that the resolution of these actions will not have a material adverse
effect on the financial position and results of operations of the Company.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

12. SBA Sale and Securitization Activities

The Company purchases the guaranteed portion of Small Business Administration (SBA) loans
from third-party lenders and converts the loans into SBA guaranteed pooled securities through
the fiscal and transfer agent approved by the SBA. The certificates are then sold directly to
institutional investors, achieving legal isolation.

The process of converting SBA loans into pools of SBA certificates is prescribed by the SBA
and must be followed to obtain the SBA guarantee. This process has been developed to meet the
requirements for sale treatment under SFAS 140. An SBA approved fiscal and transfer agent
associated with the SBA securitizations issues the SBA certificates once all the necessary
documents to support the transaction have been provided. The Company retains beneficial
interests in the securitized assets in the form of interest-only strips. The SBA guarantees the
credit risk with respect to the loans sold. In accordance with SFAS 140, securitized loans are
removed from the balance sheet and a net gain or loss is recognized in income at the time of sale
when the combined net sales proceeds and, if applicable, retained interests differ from the loans’
allocated carrying amount. Net gains or losses resulting from loan sales are recorded in revenue
from principal transactions.

Retained interests in the SBA securitizations are classified as trading securities and are included
in securities owned at market value on the balance sheet. Fair value adjustments to retained
interests are recorded in revenue from principal transactions on the income statement. The
Company uses assumptions and estimates in determining the fair value allocated to the retained
interests at the time of sale in accordance with SFAS 140. These assumptions and estimates
include projections concerning rates charged to customers, the expected life of the receivables,
credit loss experience, loan repayment rates, the cost of funds, and discount rates commensurate
with the risks involved.

On a quarterly basis, management reviews the historical performance of each retained interest
and the assumptions used to project future cash flows. If past performance and future
expectations dictate, assumptions are revised and the present value of future cash flows is
recalculated.
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

12. SBA Sale and Securitization Activities (continued)

During 2005, the Company sold through the SBA securitization program seven pools of Small
Business Administration (SBA) loans totaling $46,255,000, and recognized a pretax gain of
$1,962,000, which was recorded in revenue from principal transactions. The SBA loans were
sold servicing released and transaction costs were expensed in conjunction with the sale.
Retained interests in the form of interest-only strips were recognized with an initial carrying
value of approximately $2,794,000. The fair value of the interest-only strips at December 31,
2005 was $2,263,000, and is included in other securities.
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